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A PROPOSAL FOR NEW COVERAGE
OF INTERNATIONAL TRADE FLOWS

There are substantial changes in the way international trade flows perform. These changes
Jforce us to change our way of looking at and analyzing them. The paper therefore calls attention to
these changes and the resulting need for new coverage of international trade flows giving the pro-
posal for it. The paper introduces a new coverage of international trade flows including the existing
registered trade flows and also new trade flows in the contemporary world trade and the possible
way and direction in determining the value of foreign trade of individual countries and also the
world trade.
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Cannpa Crosainosiu VoBaHosiu

HOBE ®OPMYBAHHA MIXKHAPOJIHUX
TOPTIBEJIbHUX ITOTOKIB

Y cmammi noxazano icmomui 3miHu 6 MINCHAPOOHUX MOP2OBEALHUX NOMOKAX 3A OCIAHHI
poku. L[i 3aminu npumywyioms 3miHumu OYIHKU i AHAAI3 MINCHAPOOHUX MOP2OGEALHUX NOMOKIG.
Onucani yi 3minu i UHUKAIOMA nompeda 6 HOBOMY (QOPMYBGAHHI MINCHAPOOHUX MOP206EAbHUX
nomoKis, npedcmaeaeHo HOGI MiNCHAPOOHI MOP208EAbHI NOMOKU, Y MOMY HUCAL Mi, WO ICHYIONb
oghiuiiino, a marxoxic HOGI MOP206eAbHI NOMOKU 8 CYMACHII CIMOGIL MOP2i6al | MONCAUBE WAAXU [
Hanpsamu y 6U3Ha4eHHi eapmocmi 308HIWHLOI MOp2ieal OKpemux Kpain, a maxodxc ceimoeoi
mopeieai.

Karouoei caosa: nponosuuis, Hoée GOpmMyar08aHHS, MINCHAPOOHI MoOpeieeabHi NOMOKLU,
MPAHCHAYIOHANbHI KOMNAHII.

Cannpa CrosimuHoBuy MoBaHoOBIY

HOBOE ®OPMUPOBAHNE MEXIYHAPO/IHBIX
TOPT'OBbBIX IIOTOKOB

B cmambe nokxazanst cyujecmeentble uzMeHeHUS 8 MEHCOYHAPOOHBIX MOP206bIX NOMOKAX 34
nocaeonue 200bl. Imu uzMeHeHUs 3aCmaseAsion U3MeHUMb OUCHKU U AHAAU3 MeNCOYHAPOOHBIX
mop2oevix nomokos. Onucanvl 3mu UIMEHEHUs U 603HUKAIOWAA NOMPEGHOCHb 8 HOBOU
opmyaupoexe mexncoyHapooHvIxX mMop2o6vIX NOMOK08, NPedcmasieHbl Hogble MeHCOYHaApoOHble
mopzoevle NOMOKU, 8 MOM HUCAe CYweCmeyroujue oQuuuaibHo, a mMaxxce HOvle Mop206ble
NOMOKU 6 COBPEMEHHOU MUPOGOIL MOP2064e U GO3MONCHbIE MY U HANPAGACHUS 8 OnpededeHuu
UYEeHHOCMU 6HEeWHell MOP206.4U OMOCABHBIX CIMPAH, d MAKNCe MUPOBOI MOP206.All.

Karoueevie caosa: npeonodcenue, HO8As (HOPpMYAUPOBKA, MEICOYHAPOOHbBIE MOP208bie NOMOKI,
MPAHCHAUUOHANBHBIC KOMAAHUU.

Introduction. In times of growing activities of transnational companies and ris-
ing foreign direct investments, the patterns of trade have changed. The international
system of production that takes place in foreign affiliates of transnational companies
(TNCs) has geared the important link between transnational companies and trade
and brought the changes in the way the international trade flows perform. The rela-
tionship between international trade and transnational companies has become so
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interwoven that their inter-relation inevitably imposes the following question: are
transnational companies, i.e. the systems of their affiliates' networks worldwide, a
substitute for international trade or do they complement it, by adding new ways and
forms of cooperation [6, p. 96]? This link between transnational companies and trade
flows must have our growing attention in the challenge posed by the international
trade analysis in the contemporary world economy.

The second half of the twentieth century is characterized by the expansion of
transnational companies which has become particularly accelerated since the 1990s.
The liberalization of trade and investment, the deregulation and especially the break-
up of eastern block of former socialist countries and their transition from centrally-
planned to market economies after the 1990s created conditions for transnational
companies to expand their operations without restraint. Nowadays there are more
than 103,000 TNCs (parent companies) with more than 890.000 foreign affiliates
worldwide [8]. These companies generate value added of almost 16 trin USD
accounting for more than a 1/4 of global GDP, while only their foreign affiliates
accounted for more than 1/10 of the world GDP and 1/3 of the world exports [11, p.
25].

The process of intensive expansion of transnational companies caused changes
both in the pace of growth of international trade and also in the structure and forms
of international trade. These changes have led to new ways of selling goods and serv-
ices at international markets and to new forms of international trade flows. The paper
therefore calls attention to the changes in the international trade flows performing
and the resulting need for new coverage of international trade flows giving the pro-
posal for it.

Changes in the way the international trade flows perform. The core of transna-
tional companies' activities is undertaking direct investments abroad and establishing
foreign affiliates for performing production in them (international production) with
the aim to sell the manufactured goods and services at local market and markets of
other countries. Up to the 1990s the sales of foreign affiliates and the world export
were almost equal. But after the 1990s the sales of foreign affiliates accomplished
faster growth and much higher value than the world export.

The period after the 1990s is the period when the significant changes happened
in the way the international trade flows perform, caused by transnational companies'
operations. The sales of foreign affiliates of transnational companies increased world-
wide from 2.7 trln USD in 1982 to 6.1 trln USD in 1990 and then to 32.9 trln USD
in 2010 (Table 3). At the same time, these sales of foreign affiliates were much high-
er than the world exports, showing that companies sold more through foreign affili-
ates than through traditional direct cross-border export registered by official interna-
tional trade statistics as world export. The rise of foreign affiliates' sales was associat-
ed with the rise of foreign direct investments (FDIs). In 2010, when foreign direct
investment flows exceeded 1.2 trin USD, the sales of foreign affiliates increased to
over 32 trln USD while total world exports were 18.7 trln USD falling to just 56.7%
of these sales (Table 3).

Thus the expansion of transnational companies, foreign affiliates and their sales
led to the important trend in the world trade after the 1990s - to the new form of trade
flows performed through foreign affiliates which has become more important than the
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existing, traditional cross-border trade registered and publicly published in official
trade statistics figures.

Table 3. Selected indicators of FDIs, foreign affiliates and the world exports

Value at current prices
Item (bln of dollars)

1982 1990 2010
FDI inflows 58 207 1244
Sales of foreign affiliates 2 741 6 126 32 960
World exports of goods and services 2395 4 417 18 713
a\?ﬁﬂd exports of goods and services as % of sales by foreign 87.3 721 56.7

iliates

Source: Author’s calculation of the shares of the world export in foreign affiliates” sales based on:
[10, p. 10 and 11, p. 24].

The outstanding sales of foreign affiliates after the 1990s that are not covered
and not included in our analysis of international trade flows show that the existing,
traditional coverage and analysis of international trade are inadequate and incom-
plete [4].

The existing coverage of international trade flows is based only on traditional
trade forms for which the data are given by the official trade statistics figures and it is
not in line with the contemporary changes in forms and ways of trading goods and
services at international markets. Therefore, the existing coverage of trade flows and
analysis based on it is not adequate. Consequently, there is a need for new coverage of
international trade flows which includes existing registered trade flows and also new
trade flows prevailing in the contemporary world economy.

A proposal for the new coverage of international trade flows. The significant
mutual intertwining of transnational company's operations and trade flows, which
has led to the emergence of new forms of trade flows, makes our coverage and analy-
sis of trade flows more difficult, because trade does not occur only through tradition-
al trade flows taking place across national borders but also through new forms.
However, only the classic cross-border trade flows are covered by official internation-
al trade statistics figures published by international organizations and official nation-
al authorities of individual countries. Based on these data, we analyze the world trade
and the foreign trade of individual countries.

The existing statistical coverage of international trade flows is based on the UN
methodology of international trade statistics featured in “UN's International
Merchandise Trade Statistics: Concepts and Definitions, Revision 2” (IMTS Rev. 2)
which gives recommendations that countries should implement in their foreign trade
statistics. Existing classic coverage of international merchandise trade statistics
includes only classic trade transactions being performed across national borders and
recorded in national balance of payments accounts. This means that the existing cov-
erage of international trade comprises only traditional cross-border forms of trade.
Also, this means that trade flows performed through the affiliates established through
operations of transnational companies are not encompassed in the existing classic
trade statistics and coverage although they predominate. The coverage of internation-
al trade lacks one important trade flow — trade through foreign affiliates. Apropos of
that, our insight in trade flows based on existing coverage is not complete and it is not

AKTYAJIbHI NTPOBJIEMW EKOHOMIKU, Ne4 (142), 2013



HOBUHU CBITOBOI HAYKU 483

in line with contemporary changes in the forms and ways of international trad-
ing. Therefore, new trade flows — trade flows through foreign affiliates — have
to be recorded and included in the existing official international trade statistics
figures.

Also, there are misleading facts in the existing coverage of foreign trade of indi-
vidual countries. Official foreign trade statistics of individual countries include only
traditional cross-border trade and does not include the indirect trade of their com-
panies that happens through their foreign affiliates. In fact, these flows are included,
but by a host country of an affiliate and not by a home country of a parent company
where they should be registered. The cause for this is the fact that an affiliate, estab-
lished by a transnational company in another country (host country), operates under
the law of a host country and it is registered as a local company. Consequently, affil-
iate's foreign trade (exports and imports) is registered in a host country's foreign
trade statistics as foreign trade (exports and imports) and is not registered in a home
country's foreign trade statistics.

From company's aspect, however, there are no changes because company con-
tinues to sell its products at international markets but only through the other channel
- the sales of its affiliates and these sales are registered in the company's books. But
from the aspect of a home country of a company, there are big changes because these
sales are realized through foreign affiliates and are not registered as the country's for-
eign trade. These sales include domestic sales of an affiliate at a host country's mar-
kets (domestic sales) and exports of the affiliate to third country's markets (these
exports are registered but as host country' exports). So the important thing is to attrib-
ute the foreign affiliate's sales to a home country of an affiliate's parent company. This
means that these sales should be deducted from a host country's trade figures.
Therefore, the existing coverage of foreign trade of individual countries is also inade-
quate and incomplete.

Having in mind the deficiencies of the existing coverage of international trade
flows and the need for comprehensive coverage of them from the aspect of both home
countries and host countries, with the aim of insight and analysis of both interna-
tional trade and foreign trade of individual countries, the following coverage of trade
flows at the level of individual countries trade can be proposed:

Table 2. A proposal for new coverage of international trade flows
sales of a specified country abroad (registered export in official foreign trade statistics):

- export of foreign affiliates from a specified country to third countrys’ markets

- domestic sales of foreign affiliates at the specified country’s market

+ domestic sales of foreign affiliates of a specified country’s parent enterprises at a host
country’s markets

+ export of foreign affiliates of a specified country’s parent enterprises from host countries to
the third countrys’ markets

= new value of export

Source: adjusted from [5, p. 260].

As the exports of foreign affiliates (FA) to the third markets and domestic sales
of foreign affiliate together form the total sales of foreign affiliates, the former pro-
posal may be written as:
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export of a country (registered in official foreign trade statistics)
- total sales of the foreign affiliates located at the country’s market
+ total sales of foreign affiliates of the country’s parent enterprises at foreign markets
= new value of export
or simplifying:
Export of the country:
- FA sales in the country
+ FA sales at other countries markets
= New value of export

where "FA sales" means:

in the first case, when they are deducted — sales of affiliates of foreign companies
located at the specified country's market;

in the second case, when they are added — sales of affiliates of domestic companies
of the specified country abroad.

This method of calculating exports of a country and its foreign trade, contained
in the proposal, enables us to attribute the sales of foreign affiliates (their domestic
sales and export) to their home countries where their parent companies are located
(foreign direct investors) which conduct and control production and sales of their for-
eign affiliates. This approach is in line with new and evolving statistics called FATS
(foreign affiliate trade statistics) and the fact that sales of affiliates should be attrib-
uted to the home country of the parent company that is the ultimate investor, because
it is the source of foreign direct investment and the investor that controls and con-
ducts the sales through its affiliates.

If we adopted this proposal and adjusted it in order to calculate the world trade,
we would get the next, new value of the world trade:

Table 3. Calculation of the world trade based
on the new coverage of trade flows, 2010 (bin USD)

1 | World export (registered in official
international trade statistics) 18 546
2 | + Total sales of foreign affiliates + 32 960 -] Domestic sales of
3 | - Export of foreign affiliates - 6239 foreign affiliates
26 271
4 | Total world export that covers FA trade 45 267

Source: Author’s calculation based on the data from [13, p. 22 and p. 144; 11, p. 24].

As export of foreign affiliates is done by foreign affiliates from their host coun-
tries, this export is officially registered by the national foreign trade statistics as the
export of host countries and thus it has already been included in the registered world
export. That's why, in this calculation, it has been deducted from the value of the
world export. This means that, in the end, the value of the world export is increased
by the value of domestic sales of foreign affiliates in order to get the real value of total
world export that includes both existing, classic trade flows and the new trade flows in
the world economy covering foreign affiliate trade.

One can notice a significant difference between the existing, officially available
value of the world trade published in official international trade figures and this new
value of the world trade obtained from the calculation and coverage of new, dominant
trade flows in the world trade. It has been observed that the new value of the world
trade is much higher than the official value of the world trade. In 2010 it was 2.44
times higher than the official value of the world trade (Table 3), while in 2008 it was
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2.18 times higher, in 1990 2.10 times higher and in 1982 1.79 times higher [3, p. 21].
This trend is in line with the growing importance of trade through foreign affiliates.
The fact that this new value of the world trade is higher than the official value is also
in line with the inclusion of the new flow in international trade - trade flow performed
trough foreign affiliates in the calculation, besides the classical cross-border trade
flows. What makes the inclusion of new flows in the calculations further justified is the
fact that this new trade flow became a primary flow in the 1990s.

It can also be noted that the domestic sales of foreign affiliates were 26.271 bln
USD in 2010 (Table 3), which was higher than their value of 23.647 bln USD in 2008
and much more then 4.528 billion USD in 1990 and 1.895 bln USD in 1982 [3, p. 21].
This trend also indicates the importance and rise of domestic sales of foreign affili-
ates, which were more than 13.8 times higher in 2010 than 30 years before. It also
shows that firms increased their sales at international markets much more through
their domestic sales at host country's markets and less through traditional cross-bor-
der exportation that increased 7.7 times in the same period 1982-2010. It is notice-
able that companies sell more through their affiliate's sales at host country's markets,
that is domestic sales of foreign affiliates, and that this kind of sales grows faster than
traditional exporting which makes it the primary channel of selling at international
markets.

Conclusion. The paper shows the substantial changes in the way the internation-
al trade flows perform. The main drives of these changes are activities of transnation-
al companies that result in higher trading through sales of foreign affiliates than
through cross-border trading. The second kind of trading, cross-border trading, is
covered by the existing classic official trade statistics, while the first, trading through
foreign affiliates, is not covered although it has been the dominant channel of trading
since the 1990s.

Therefore, the paper has given the proposal for new coverage of international
trade flows, taking into account the basic principle of attributing the trade flows to the
countries of the companies that are the controllers of these trade flows. Also, the
paper showed the possible way of calculating the world trade including the new cov-
erage of trade flows, i.e. including both the traditional and new trade flows.

The new coverage and the new calculation of international trade flows in the
paper has shown the significant difference between the existing, officially available
value of the world trade published in official international trade figures and this new
calculated value of the world trade. This new, "real" value of the world trade is much
higher than the existing one, known to us, which is in line with completing the cal-
culation with new trade flows that are much higher and have faster growth than the
traditional trade flows.

This proposal also opens the door for other researches and improvements in this
field. It deserves some attention because it indicates the need for a different, new cov-
erage of international trade flows and gives a suggestion on how to do that, but it also
brings challenges for further suggestions and improvements in this area.
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